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The Annual General Meeting of the Shareholders of the Company will be held at the 
Delta Bow Valley Inn, 209 4 Avenue S.E., Calgary, Alberta, at 10:15 a.m., May 14, 1982. 


President’s 
Letter 


TO THE 
SHAREHOLDERS: 


Petroleum industry conditions 
world-wide are in a state of 
deterioration. A wide-reaching 
recession and uncertainty over 
future oil prices caused by the 
current surplus are major 
contributing factors. 


In Canada, the Federal 
Government’s ill-conceived National 
Energy Program has seriously 
compounded the problem. 
Confiscatory taxes and an 
unmanageable morass of regulatory 
red tape are damaging the 

whole industry. 


More than two years ago, Northstar 
responded to more attractive 
opportunities Outside of Canada by 
expanding the base of its exploration 
operations to Houston. In recent 
months, in the face of worsening 
economic conditions, we have 
responded decisively once again. We 
are determined to strengthen every 
aspect of Northstar’s business and its 
financial position through any 
prudent means at our disposal. 


The following developments are a 
direct result of our determination to 
succeed in achieving those 
objectives. 


¢ Michael M. Kanovsky, Executive 
Vice President is moving to 
Houston, to assume corporate 
management responsibility for 
Northstar Resources Inc. This 
move reflects the emphasis to be 
placed on the future development 
of the Company’s U.S. asset base. 
Currently - We are negotiating the 
sale of 70% of our interest in the 
Salinas Valley prospect, California. 
(SeenE ao) 


March 31, 1982 - We concluded 
the sale of 2,000,000 Northstar 
common shares from treasury at 
$3.00 per share. The proceeds 
were reinvested in GLN 
Investments Ltd., a new private 
company which is the largest 
shareholder of Union Gas 
Limited. (See PP: 3) 


e January 12, 1982 - We agreed to 
merge Northstar’s Canadian oil 
and gas operations with Gane 
Petroleum Corporation Ltd., a 
public company previously 21% 
owned by Northstar. The 
reorganized company, Gane 
Energy which will be controlled 
by Northstar, will have oil and gas 
assets of approximately $50 
million while, at the same time, 
substantially reducing overheads 
between our two companies. 
(See P. 4) 


Michael M. Kanovsky, John A. Hagg 


e January 1, 1982 - We completed 
the sale of certain of Northstar’s 
Alberta natural gas properties for 
$4.9 million and, subsequently, 
paid off a similar amount of long- 
term debt. (See P. 6) 


¢ December 23, 1981 - We entered 
into an option agreement, 
which has now expired, to sell 
Northstar’s interests in S & T 
Drillings(See Pall) 


All of these significant moves have 
been undertaken after the 
company’s November 30 year end. 
Together, they have strengthened 
considerably the company’s financial 
position. In addition, we have allied 
our organization with important new 
investors, through GLN, and highly 
respected oil and gas people, at 
Gane Petroleum. 


We believe that Northstar has come 
a long way towards establishing a 
strong foundation on which to build 
the future of this company. The 
continued support and participation 
of our employees and shareholders 
is greatly appreciated. 


On behalf of the Board, 


John A. Hagg 
President 


April 8, 1982 


1981 HIGHLIGHTS 


TOTAL ASSETS 
REVENUES 
NET EARNINGS (LOSS) 
EARNINGS (LOSS) PER SHARE 
CASH FLOW 
CASH FLOW PER SHARE 
WELLS DRILLED 
- Canada 
- United States 
LAND HOLDINGS (GROSS) 
- Canada 
- United States 
DRILLING RIGS 
- Canada 
- United States 
- Australia (January, 1982) 
COMMON SHARE PRICE 
- High 
- Low 
PREFERRED SHARE PRICE 
- High 
- Low 


1981 1980 


$ 73,623,000 $20,637,000 
$ 22,959,000 $ 1,789,000 
$ (293,000) $ 525,000 
$ (0.10) 0.08 
$ 2,412,000 829,000 
$ 0.35 O18 


33 52 
52 10 


471,000 
235,000 


346,000 acres 
36,000 acres 


y) 
3 
4 


8.00 
5.50 


Not Applicable 


GREAT LAKES NORTHSTAR JOINT VENTURE ANNOUNCED 


Immediately prior to the printing of 
this report, Northstar entered into an 
agreement with Great Lakes Power 
Investments Limited, one of the 
Brascan group of companies, which 
will have a significant impact on 
Northstar’s future business activities. 


Northstar and Great Lakes have 
formed a new company, GLN 
Investments Limited, which will be 
owned initially 20% by Northstar 
and 80% by Great Lakes. Northstar 
will have the right to increase its 
shareholdings over time to equal 
that of Great Lakes. 


GLN has acquired two million 
common shares of Northstar from 


treasury at $3.00 per share, the 
proceeds of which have been 
reinvested in common and junior 
preferred shares of GLN. The issue 
represents approximately 24.6% 
(21.8% on a fully diluted basis) 

of Northstar’s outstanding common 
shares and makes GLN the largest 
shareholder in Northstar. 


Through Northstar and Great Lakes, 
GLN has acquired 17.1% of the 
common shares of Union Gas 
Limited. Union Gas, in addition to 
its southwestern Ontario natural gas 
utility operations, owns 61.2% of 
Precambrian Shield Resources Ltd. 
of Calgary and 13.7% of Numac Oil 


CORPORATE STRUCTURE 


Northstar Resources Ltd. 
(Calgary) 


and Gas Ltd. of Edmonton. GLN is 
by far the largest single shareholder 
of Union Gas and we expect this 
significant investment interest will 
warrant representation at the Board 
level of Union Gas. 


GLN, with this strong asset base, will 
be in a position to consider other 
Opportunities, particularily 
undervalued situations in the 
Canadian junior oil and gas field, as 
they become available from time to 
time. In this regard, uncertainties 
facing the petroleum industry 
throughout North America have 
caused the shares of almost every 
publicly traded company to fall well 
below their underlying asset values. 


Gane Energy * 
Corporation Ltd. 
(Calgary) 


Northgane Minerals Ltd. 
(Prince George, B.C.) 


Northstar Resources Inc. 


(Houston) 


See BS 


Brascan 
Limited 


49% voting 
100% common equity 
Northstar Great Lakes Power 


Resources Investments 
Ltd Limited 


GLN Investments 
Limited 


17.1% 


Union Gas Limited 


13.7% 


Numac Oil & Gas Precambrian Shield 
Ltd. Resources Limited 


*The Company currently owns 21% of Gane Petroleum. After the reorganization it 
is anticipated that Northstar will own approximately 50% of Gane Energy. 


NORTHSTAR 
BOARD OF 
DIRECTORS FOR 
1982 - 83 


The Board of Directors of the 
Company currently comprises seven 
people of whom four are senior 
company officers and three are 
outside directors. The directors will 
be re-nominated at Northstar’s 
Annual General Meeting scheduled 
for May 14, 1982. 


In addition, we are pleased the 
following individuals will be 
nominated at the meeting to serve as 
directors of the Company for the 
first time: 


James W. Davidson (Edmonton) 

Mr. Davidson is currently President 
of S&T Drilling (Northern) Ltd., a 
65% owned subsidiary of Northstar. 


Robert A. Dunford (Toronto) 

Mr. Dunford is Senior Vice-President 
of Brascan Limited, President of 
Great Lakes Power Investments 
Limited and President of GLN 
Investments Limited. Effective March 
31, 1982, GLN Investments Limited 
became Northstar’s largest 
shareholder. 


Norman R. Fischbuch (Calgary) 
Dr. Fischbuch is President and Chief 
Executive Officer of Gane Petroleum 
Corporation Ltd. and will be joining 
Northstar’s Board as part of the 
Northstar/Gane reorganization. 


John T. Hooper (Houston) 

Mr. Hooper, an attorney and partner 
in the firm of Reynolds, Allen, Cook, 
Pannill & Hooper, has had extensive 
experience in the oil and gas 
industry in the United States. He will 
be appointed an Honorary Director 
of the Company. 


NORTHSTAR 
MANAGEMENT 
APPOINTMENTS 


Richard W. Switzer, Senior Vice 
President of the Company, is now 
located in Houston and is Vice 
President of Northstar Resources Inc. 


Anthea E. Lister has been appointed 
Treasurer of Northstar Resources 
Ltd. to replace David G. Scobie 
(effective April 1, 1981). Mrs. Lister is 
the Company’s senior financial 
Officer in Canada. 


Northstar/Gane 
Reorganization 


Jack C. Lee, Executive Vice President, 
Dr. Norman Fischbuch, President, 
Gane Petroleum/Gane Energy. 


As announced on January 12, 1982, 
Northstar is in the process of 
merging its Canadian oil and gas 
assets together with Gane Petroleum 
Corporation Ltd. to form Gane 
Energy Corporation Ltd. Northstar 
will hold approximately a 50% 
interest in the new company and 
will undertake its future oil and gas 
activities in Canada through Gane 
Energy. It is anticipated the merger 
will be completed prior to May 31, 
1982. The combined oil and gas 
assets plus undeveloped land 
holdings for the two companies will 
provide Gane Energy with a stronger 
financial base and enable it to more 
effectively compete in the present 
economic environment. 


Key Management 


Gane’s management organization, 
strengthened by the addition of 
Northstar personnel, will direct the 
day-to-day operations of Gane 
Energy. Northstar will maintain a 
close involvement with the new 
company and John Hagg, as 
President of Northstar will also be 
appointed Chairman of Gane Energy. 


Dr. Norman Fischbuch, President of 
Gane Petroleum, is to be President 
and Chief Executive Officer of Gane 
Energy. Jack Lee, currently Vice- 
President and General Manager of 
Gane Petroleum is to be Gane 
Energy's Executive Vice-President. 


Barry Dorin, Vice-President and 


Manager, Canadian Oil and Gas 
Division with Northstar will be 
Senior Vice-President, Oil and Gas 
Operations with Gane Energy. Gay 
Turnquist will be Vice-President, 
Exploration for Gane Energy, a 
position he currently holds with 
Gane Petroleum. 


In addition, Gane has the support of 
two senior project geologists as well 
as a full accounting and land 
department. 


Exploration Philosophy 


The Gane exploration staff under the 
direction of Dr. Norman Fischbuch, 
an established expert in carbonate 
geology, has completed more than 
twenty separate regional geological 
studies of areas ranging from the 
Northern United States, through 
Alberta and British Columbia to the 
Canadian Arctic. 


Many of Gane’s prospects flow from 
the vast amount of background data 
contained within these regional 
geological studies. The studies 
identify prospective regional trends 
from which specific petroleum and 
natural gas prospects are being 
developed. The prospects in general 
are of a high risk, high return nature. 


The studies are not only the basis 
from which Gane generates its own 
plays but also are used to evaluate 
the technical merits of prospects 
brought to Gane by third parties. 


EXPLORING FOR 
“NEW OIL” 
IN ALBERTA 


The September 1, 1981 Federal/ 
Provincial Energy Pricing Agreement 
has made it very attractive 
economically to discover “‘New Oil’’. 
This oil can be sold for 
approximately $45 per barrel 

versus $23.60 per barrel for 
previously discovered old oil of 

the same quality. 


Through Gane’s regional geological 
studies, several areas have been 
identified which are prospective 
for ‘‘New Oil’. Gane is actively 
pursuing these prospects through 
land acquisition and seismic 
programs. 


Due to the inherent high risk of new 


oil prospects, it is Gane’s intention 
to have a minimum of dollars 
invested in any One prospect. It is 
anticipated that the Company will 
acquire the land on these prospects 
and then have Industry partners take 
up a large portion of the financial 
obligation in return for a carried or 
royalty interest to Gane. 


The Golden-Lubicon-Slave area of 
Northern Alberta continues to be 
one of the most active areas for oil 
exploration in Western Canada. The 
Company has participated in two 
wells in the area, has completed 
several hundred miles of seismic and 
has increased its land holdings to 
more than 22,000 gross acres. 
Several discoveries and new 
locations have been announced near 
Northstar/Gane acreage; however, 
no information is yet available on 
these wells. During 1982, the 
Company expects to participate in 
several wells in this area and is 
currently shooting an additional 140 
miles of seismic. 


At Larne in Northwestern Alberta, 


Northstar Resources Ltd. 


@ Active Prospect Areas 
A Developed and/or Producing Properties. 


the Company acquired a 100% 
interest in 11,680 gross acres based 
on the results of a regional 
geological study undertaken by 
Gane. The lands are partially within 
and directly adjacent to the Larne 
field which produces oil from the 
Muskey and Keg River formations. 
The Company has sold a 75% 
interest in this prospect in return for 
75% of the costs expended to date 
plus 100% of a 40 mile $250,000 
seismic program. As well as the 
foregoing activity, a well has 
recently been licensed within one 
mile of our acreage. 


At Narrows in Northern Alberta, 
Gane participated in the acquisition 
of 6,720 gross acres, prospective for 
Keg River, Slave Point and Gilwood 
oil, on trend with the Utikuma and 
Red Earth Keg River oil pools. This 
prospect was generated as part of a 
large regional study previously 
carried out by Gane. The Company 
initially had a 17.5% working 
interest, of which half was sold for 
cost plus 25% of Gane’s share of the 


NORTHWEST TERRITORIES 


@ Larne 


ALBERTA 


5@: 
ioe 
@? Luvicon Lake 


Seal ® 


FT, McMURRAY [i 


Narrow: 
A S A 
@ GRANDE PRaIe @ 


Simonette 


A 


A 


aA 


@catcary 


a SOUTHERN ALBERTA 


GLAUCONITE AREA 
LETHBRIDGE Oe 
g*: : 


costs associated with drilling the first 
well to casing point. Industry 
activity is quite high in the area with 
one well licensed within a mile of 
the acreage block. A Slave Point oil 
discovery, on trend and less than ten 
miles away, is reported to be on 
production at 100 barrels of oil per 
day. Current plans are to shoot a 
detailed seismic program prior to 
break-up in 1982 and to drill at least 
one well during next winter’s 
drilling season. 


Gane is also actively exploring for 
new oil in the Glauconite channels 
of Southern Alberta. The Company 
currently has an interest in three 
acreage blocks totalling 11,520 gross 
acres. Gane’s interest varies from 
4% to 25% in these lands. In the 
immediate area, Gane is participating 
in a regional seismic program. 

To date, in excess of 70 miles of 
detailed and regional seismic 

have been shot. Gane anticipates 
drilling at least three wells in 1982, 
testing the seismic features 
identified to date. 


DRILLING ON 
CANADA LANDS 


Northstar, through Gane Petroleum, 
qualifies for the highest level of 
grants available in the Federal 
Government’s Petroleum Incentives 
Program (PIP). It is currently taking 
advantage of the 80% PIP grants for 
exploring on Canada Lands. 


The Company has a 24% working 
interest in Paramount et al Big Island 
E-54, an estimated $12 million 
project currently drilling in the Liard 
River area of the Northwest 
Territories immediately north of the 
B.C. border. Northstar is able to 
participate in an exploratory well of 
this cost because of the grants it will 
receive. A further attraction of the 
project was S & T Drilling’s ability 
to obtain a one-year contract from 
the operator to drill the well. 


The prospect, as mapped, has the 
potential of containing several 
hundred billion cubic feet of natural 
gas reserves. A discovery would 
dramatically increase Northstar’s 
reserves. The prospect is unique in 
that it is on Canada Lands, but only 
fifteen miles from a pipeline at 
Pointed Mountain and production 
could commence much sooner than 
with most frontier prospects. 


Drilling is expected to be finished by 
July of this year. The well will earn 
an interest in 32,488 acres and the 
Company can elect to drill a second 
well to earn an interest in an 
additional 31,488 acres. 


NORTHSTAR 
PROPERTY SALE 
NETS $4.9 MILLION 


In January, 1982, Northstar 
completed the sale of its interest in 
one shut-in and two producing 
natural gas properties in Alberta for 
$4.9 million cash. Proceeds were 
used to reduce the long-term debt 
of Northstar’s Canadian oil and gas 
Operation by more than 50%. 


The properties were sold at an 
estimated discounted future 
cash flow of 20% before tax, 
representing a very attractive 
Opportunity to Northstar in 
today’s market. 


As long as Northstar’s public share 


price remains at levels significantly 
below the underlying asset value, 
the prudent sale of assets will 
continue to be one of the most 
viable financing alternatives 

to the Company. 


BONUS IN 
GANE DEAL 


Northstar’s main objective in 
pursuing the reorganization with 
Gane Petroleum was to strengthen 
its Canadian operation. A bonus to 
Northstar’s shareholders is found in 
Gane’s U.S. activities, principally in 
some of the Northern States, as well 
as in geological studies underway 
respecting certain Australian basins. 


Gane’s U.S. activities are 
geographically complimentary to the 
exploration efforts of Northstar 
Resources, Inc. which have been 
concentrated in the Gulf Coast States 
and along the West Coast. 


Pennsylvania 


Gane undertook three separate 
exploration programs in 
Pennsylvania during 1981. A total of 
28 out of 29 wells were successfully 
drilled and completed as gas wells. 
The majority of the Company’s 
production qualifies for the “‘tight 
sand” gas price which exceeds $5 
(U.S.) per thousand cubic feet. 
Current plans are to drill an 
additional eight wells in 1982. The 
1982 projected cash flow to Gane 
Energy from this program is 
$500,000 (Cdn.) 


Kansas 


In Central and West Kansas, Gane 
has acquired, through leasing, an 
average 20% interest in 
approximately 93,000 gross acres. In 
East Kansas, the Company is 
currently operating a seismic 
program as part of a seismic option 
to earn a 12.5% interest in up to 
106,000 acres. Drilling activity to 
date has resulted in seven producing 
oil wells, one oil well awaiting tie-in 
and five dry holes. 


Operations 
Review 


Drilling 
During 1981, Northstar participated 


in the drilling of 85 wells, 52 of 
which were in the United States. 
This compares to only 10 U.S. wells 
in 1980. The average footage per 
gross well increased from 5,913 feet 
to 7,198 feet. This increase reflects 
Northstar’s participation in plays 
which were deeper and additionally 
had more risk involved, both in 
Canada and the U.S. 


Land 

As of November 30, 1981, Northstar 
owned a working interest in the 
petroleum and natural gas rights in 
705,149 gross acres in Canada and 
the United States. The Company’s 
undeveloped land holdings were 
appraised at a replacement value of 
$9,086,179 (Cdn.) as of year-end. It 
is projected that Northstar will have 
an interest in 920,541 gross acres 
with a current replacement value of 
$13.8 million (Cdn.) after the 
reorganization with Gane and after 
acquiring the interests of each 
company’s private partnerships. 


Reserves 


The Company’s share of proven plus 
probable crude oil and liquids and 
natural gas reserves at November 30, 
1981 were 747,400 barrels and 
28,100 million cubic feet 
respectively. These reserves were 


Barry Dorin, Senior Vice President, 
Oil and Gas Operations, Gane Energy. 


determined by independent 
petroleum engineering consulting 
firms and are before the deduction 
of royalties. These reserves are net 
of the sale, for $4.9 million, of three 
properties in Canada, completed in 
early 1982, and the sale of certain 
U.S. properties in exchange for 
shares of Integrated Energy, a 
publicly traded U.S. oil company. 


During 1981 Northstar participated 
in the drilling of the largest reserve 
potential well in the Company’s 
history in the Simonette area of West 
Central Alberta. The well, Dome 
Simonette 6-21-62-26 W5M has 
been assigned gross reserves, from 
the Gething and Peace River zones, 
in excess of 25 billion cubic feet. 
This one well represents 10.8% of 
Northstar’s total reserves. 


It is projected that Northstar’s 


reserves will increase to 945,600 
barrels and 51,400 million cubic feet 
after the reorganization with Gane 
and the acquisition of the interests 
of each company’s private 
partnerships. 


Production 

At November 30, 1981, Northstar 
had an interest in 81 producing oil 
wells and 17 producing gas wells. 
This is a significant increase over last 
year and primarily reflects the 


Reserves and Value 
November 30, 1981 ° 


Crude Oil (Bbls.) 

Natural Gas (MMcf) 
Undiscounted Value ($ Cdn.) 
15% Present Value ($ Cdn.) 


Projected for May 31, 1982 ‘) 


Crude Oil (Bbls.) 

Natural Gas (MMcf) 
Undiscounted Value ($ Cdn.) 
15% Present Value ($ Cdn.) 


(1) Reserves before the deduction of royalties and after 
the $4.9 million sale of properties by Northstar. 


747,400 
28,100 
115,140,000 
27,700,000 


Gross Acres 
Net Acres 


945,000 
51,400 
219,500,000 
53,500,000 


Gross Acres 
Net Acres 


(2) Includes reserves of Gane Energy after the 
reorganization. 


Production 


CANADA 


(Before Deducting Royalties) Oil 


1981 
Bbls Bbls/d_ Bblis 


Crude Oil and Liquids 79,400 


MMcf Mcf/d MMcf Mcf/d 


Natural Gas 


U.S. EXPLORATION 
OVERVIEW 1981 


Northstar expanded its exploration 
effort significantly in the United 
States in 1981, with U.S. drilling 
representing over 60% of the 
Company’s drilling program. 


The Company continued to explore 
along the Gulf Coast and Austin 
Chalk trends, and expanded 
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significantly into Oklahoma, south 
central Colorado, and central 
California. The Company is currently 
pursuing geological leads in north 
Texas, northern California and 
Washington, 


Gulf Coast - 
Texas & Louisiana 


Along the Texas and Louisiana Gulf 
Coast generally multiple objective 


CANADA 


470,574 
82,782 


CANADA 


573,500 
125,200 


UNITED STATES 


acquisition of Allegro Petroleum’s 
production as well as the Company’s 
aggressive U.S. drilling program in 
1981. Northstar’s production of 
crude oil and liquids, before royalty, 
increased to 79,400 barrels from 
24,000 barrels in 1980. Similarly, the 
Company’s working interest gas 
production, before royalty, was 654 
million cubic feet compared with 
485 million cubic feet in 1980. 


Land Holdings 
November 30, 1981 


UCS.A; TOTAL 


234,575 
44,713 


705,149 
127,495 


Projected for May 31, 1982 “? 


U.S-A. 


347,000 
66,100 


TOTAL 


920,500 
191,300 


(1) Includes land holdings of Gane Energy after the 
reorganization. 


Drilling Activity 


1981 
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horizons are present for both oil and 
gas production. Three new Texas 
gas wells were completed and one 
discovery was made in Louisiana. 
Recently, Northstar’s Bayou Boullion 
well in St. Martin Parish, Louisiana, 
was a successful gas discovery and 
an additional exploratory well will 
be drilled in the adjacent fault block 
to the south in 1982. 


Washington e 
Montana North Dakota 


Oregon 


Northstar Resources, Inc. 
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Colorado 


A Developed and/or Producing Properties. 


Austin Chalk 


The southeast Texas Austin Chalk 
trend reached its drilling peak in mid 
1981. During the year Northstar 
participated in twenty-five wells in 
the trend of which twenty-three are 
producing oil wells. 


Generally speaking, increased drilling 
costs and falling oil prices have 
caused the economic viability of this 
area to deteriorate. Exceptions do 
exist, of which Northstar’s Barker 
well is a prime example - Barker was 
completed in June of 1981, and 
averaged 500 BOPD through the end 
of the year. 


At present the Company has an 
interest in 60 producing wells and 
holds in excess of 42,000 acres 
along the Chalk trend in seven 
counties. It is anticipated that an 
additional 10 wells will be drilled on 
company held acreage in 1982. 


Oklahoma 


In the past year Oklahoma 


experienced an unprecedented 
increase in wildcat and development 
drilling in both deep wildcat basins 
and shallower lower risk geologic 
areas where generally multiple 
objective horizons are present 
between 7,000 and 10,000 feet 
subsurface. Northstar participated in 
two successful gas wells and a 
successful oil well along the Nemaha 
Ridge in 1981. Susequent to year end 
a third gas well was completed and 
additional Oklahoma drilling is 
certain in 1982. 


Colorado 


Northstar is currently exploring in 
frontier areas in south central 
Colorado and has filed an 
application for 175,000 acres in 
federal leases. Pending acquisition of 
these leases, Northstar will 
commence an exploratory program 
including satellite imagery, electric 
surveys, and subsurface methods for 
prospect identification. Exploration 
in this area has been limited to date 


Wyoming ci 
Nebraska 


Sy 


because of the complexity of the 
basin due to volcanism and large 
scale tectonic activity. Northstar 
believes this complexity can be 
successfully dealt with using 
new “‘state of the art’? remote 
sensing techniques. 


U.S. INDUSTRY 
ACTIVITY COOLS 


Outlook for 1982 


Exploration activity in the United 
States has begun to soften in recent 
months after a record year of 
frenzied drilling activity in 1981. 


Conservation efforts, weakening 
world oil prices, investor tax law 
changes in the U.S., and a generally 
stagnant economy are all 
contributing factors to the cautious 
mood that has crept into the 
industry. Many people are simply 
holding back on new commitments, 
perhaps waiting to be able to project 
the future a little more clearly. 


Northstar View 


We share this cautious outlook in 
the overall sense and believe that 
intelligent reassessment of industry 
conditions related to Northstar’s 
corporate goals will lead us down 
the right road for our company in 
1982 and beyond. 


Quite simply, we are optimistic 
about the outlook for the U.S. oil 
and gas industry over the longer 
term. Certainly, equity markets are 
not going to recover Overnight. As 
well, joint venture capital sources 
will remain sluggish this year. 
Nevertheless, billions of dollars will 
continue to be expended in the 
search for new oil and gas reserves 
and there is always a shortage in the 
industry of high quality exploration 
Opportunities. 


At Northstar, we believe that we are 
successfully developing some of 
these concepts into major projects. 
Certainly, we will continue to 
explore, lease, and drill in 
established basins where the 


Don Lehto, President and Jack Gourley, Jr., 
Vice President, Land, 
Northstar Resources, Inc. 


prospects are usually confined to 
small geographic areas. However, an 
increasing emphasis will be made to 
acquire substantial lease blocks in 
basins which remain relatively 
underexplored. 


Our Salinas Valley project is a 
primary example of our intended 
future thrust. Sophisticated 
exploration techniques, including 
the use of satellite imagery, have 
contributed to the development of 


this significant project. We expect 
these techniques will be useful in 
other major projects. 


SALINAS VALLEY 
PROJECT FOR SALE 


The Company now has a 20% 
working interest in close to 180,000 
gross acres in this onshore central 
California play. Negotiations 
respecting the sale of 70% of the 
project are now at the serious level 
with three major oil companies. 


The project has taken close to two 
years to develop from the 
conceptual stage, through numerous 
sophisticated technical evaluations, 
to lease acquisition, and, finally, to 
the point of ultimate sale. In 
addition, we have had help along 
the way. Last summer’s California 
offshore sale attracted $2.3 billion 
(U.S.) in bonuses for what we 
believe are similar features in the 


Salinas Basin, as seen in the offshore. 


Recent activity in the Basin has been 
on the upsurge with Phillips and 
Texaco being prominent - in fact, 
Texaco has discovered the first 
commercial light gravity oil in the 
Basin only a few days prior to the 
printing of this report. 


In the event that the sale is 
completed, Northstar anticipates 
substantial cash proceeds to the 
company of several million dollars. 
In addition, the proposed sale 
involves a commitment by the 
purchaser to “‘carry’’ Northstar and 
its partners through the next two 
years of a major seismic and 
exploratory drilling program. 


DORSET 
JOINT VENTURE 


In the spring of 1981 Northstar was 
involved in the start-up of a new 
Calgary-based exploration company 
Dorset Resources Limited. Northstar 
subscribed for 5% of an initial 
public common share issue that 
raised $15.6 million for Dorset in 


June, 1981. 


In what was a difficult equity 
market, this successful issue was a 
tribute to the credibility of Al Smith, 


Dorset’s President, and the hard 
work of the investment houses 
involved, led by F. H. Deacon, 
Hodgeson Inc. 


Subsequently, Northstar expended 
approximately $5 million under the 
terms of a joint venture agreement 
with Dorset through the end of 
1981. That agreement, which 
provided for an expenditure of 
approximately $11 million by Dorset 
with Northstar over two years, has 
been modified at Dorset’s request. 


Conditions in the oil and gas 
industry and capital markets have 
changed dramatically since the initial 
joint venture was undertaken. As a 
result, Northstar has agreed to 
temporarily suspend direct 
exploration expenditures on new 
prospects for the year 1982, to allow 
time to identify alternative 
investments for the remaining Dorset 
commitment. 


NORTHGANE 
MINERALS NEW 
OPERATION 


In early 1981 Northstar and Gane 
jointly sponsored the start-up of a 
minerals exploration company, 
Northgane Minerals Ltd. Northstar 
owns 46.5% of the issued preferred 
shares of Northgane with the 
balance being owned by Gane 
Petroleum and the new company’s 
senior Management. 


The general manager, Gerry Klein, is 
a mining geologist with more than 
fifteen years’ experience in the 
Canadian mining industry. He is 
directing Northgane’s activities from 
Prince George, British Columbia, 
close to the grass roots prospecting 
sources in the industry. 


In its brief history, Northgane has 
acquired options or claims on four 
prospects with future potential for 
mine development. Falling mineral 
prices have created new 
opportunities and Northgane is 
pursuing a Strategy of tying up 
prospects requiring only minimal 
financial commitments in the 
immediate future thus hoping to 
gain maximum leverage from 
these situations when the metals 
market improves. 
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S&T Drilling 
in Perspective 


S & T Drilling is one of the longest 
established private drilling 
companies in Canada. The company 
was founded in 1952 by two eastern 
Canadian investors, Salter and 
Tinker, and the company was 
appropriately named S & T. 
Subsequently, S & T was purchased 
by Bumper Petroleum in the early 
1960’s and it was run under the 
general management of Jim 
Davidson for many years. Mr. 
Davidson bought the company in 
1975 and built S & T to a twelve-rig 
operation before selling control to 
Northstar in January, 1981. 


Today, S & T operates a total of 
sixteen rigs. From its home base in 
Edmonton it has established offices 
in Oklahoma City and Adelaide, 
Australia during the past year. S & T 
employs about 350 people world 
wide most of whom are involved in 
the direct operation of the drilling 
equipment. 
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S & T’s Rig #10 


Canadian Operations 


At the company’s home base, in the 
Nisku Industrial Park 15 miles from 
downtown Edmonton, S & T 
maintains a major drilling yard, shop 
and warehouse facility. At year end, 
S & T owned seven rigs located in 
Alberta and on a lease arrangement 
managed one additional rig in the 
Northwest Territories. This was a 
sharp reduction from eleven rigs 
owned in Alberta at the start of 1981 
and reflects the dramatic downturn 
in industry activity in Canada 
following the imposition of the 
National Energy Program. To suit the 
requirements of the Canadian market 
the rigs remaining in Canada are 
capable generally of drilling to 
depths of 7 - 10,000 ft. 


United States Operations 


Early in 1981, the company 
established a U.S. base in Oklahoma 
City, the heart of one of the most 
active drilling markets in the United 
States in terms of geographical 
concentration of rigs. 


Four rigs, all capable of drilling to 
depths of 12,000 feet or deeper, 
were moved to Oklahoma about 
mid-year. Since that time, working 
for large independent operators in 


reasonable proximity to Oklahoma 
City, these rigs have been working at 
close to 100% capacity. 


S & T now has a strong U.S. 
business operated by experienced 
drilling personnel. 


Australian Operations 


In competition with nine other 
drilling contractors, in September of 
1981 S & T was awarded a major 
contract by Santos Limited, one of 
Australia’s largest exploration 
companies. Within five months three 
new rigs were custom ordered, 
assembled in Canada by S & T, . 
shipped to Australia, and put to 
work in the interior desert regions 
of the Cooper Basin. Bill Parsons, 

S & T’s Canadian General Manager 
and his counterpart in Australia, 
Frank Mosely, deserve recognition 
for establishing this operation in 
such short order. 


In addition to these three rigs, the 
Company manages a fourth rig 
operating in the Surat Basin for 
private Canadian owners. S & T 
Drilling owns 35.35% of S & T 
Australia in partnership with majority 
Australian owners Leighton Mining 
(controlled by well-known 
Australian businessman Alan Bond). 


S & T Drilling — Rig Inventory 


RIG EQUIPMENT 


National 55 
National T-32 
National 55 
National 50CA 
National 50A 
National 610 
National T-45 
National 610 
National 370 
Unit 34 

Unit 20 
National 370 
National 610E 
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Ideco 900E 
National 610 
#21* TSM 6000 


#85* Oime 750SL 


“Managed but not owned by S & T. 


DRILLING DEPTH 


12,000’ 
7,000’ 
12,500’ 
8,500’ 
10,000’ 
12,500’ 
10,000’ 
13,000’ 
9,000’ 
6,500’ 
15,000’ 
10,000’ 
12,500’ 


16,000 
12,500’ 
8,500’ 


12,000’ 


LOCATION 


Oklahoma 
Alberta 
Alberta 
Alberta 
Alberta 
Oklahoma 
Alberta 
Oklahoma 
Alberta 
Alberta 
Oklahoma 
Rig For Sale 
Cooper Basin 
(Australia) 
Cooper Basin 
(Australia) 
Cooper Basin 
(Australia) 
Surat Basin 
(Australia) 
Northwest 
Territories 


CANNING 


500 1000 


SCALE IN KILOMETRES 


@ S&TAUSTRALIA OFFICES 


INDUSTRY 
OUTLOOK 1982 


The contract drilling business is 
extremely cyclical. It is characterized 
by shortages and surpluses of drilling 
equipment. 


At present a record number of 
available rigs coupled with falling 
demand have created an overall 
downturn in the industry. Generally 
tight capital markets and falling 
world oil prices are the major 
contributors to this problem. 


Under the circumstances, Northstat 
must reconsider its position in the 
contract drilling business. Certainly 
we are fortunate to have an interest 
in a well-established company that is 


outperforming its competition in 
every market in which it is 
operating. Nevertheless, S & T 

is Carrying a significant debt load 
and we believe it is only prudent to 
seek an injection of equity into 

the company. 


It is likely, therefore, that Northstar’s 
interest in S & T will be substantially 
diluted. In this regard, on December 
23, 1981, Northstar entered into an 
option agreement with S & T’s 
largest minority shareholder to sell 
most of Northstar’s equity in S & T 
in order to facilitate an overall 
refinancing of the company. 
Although this agreement has now 
expired, negotiations are continuing 
to bring new equity into S & T. 


Drilling Rig Activity in Canada 


Rig Utilization* 


Industry 


76.6% 
81.6% 


1981 January 
February 
March 62.4% 
April 4 1.0% 
May 49.0 % 
June 46.2% 
July 48.3 % 
August 49.4% 
September 48.0% 
October 49.2 % 
November 52.9% 
December Doin Ae 


64.0% 
72.8% 


1982 January 
February 


Total Number of Rigs 
carers al 


78.60% oy) 
74.7% 505 
85.0% 497 
59.4% 479 
38.7% 461 
D176 457 
Dia 70 449 
6357 % 441 
75.0% 434 
99,0 7% 430 
21.4% 415 
57.4% 428 


Industry 


216 428 
88.4% 431 


*Total rig days of drilling as a percentage of total rig days available. 


Financial 
Review 


On January 23, 1981 the Company 
acquired 65% of the outstanding 
shares of S & T Drilling (Northern) 
Ltd. and on February 11, 1981 the 
Company acquired all of the 
outstanding shares of Allegro 
Petroleum Inc. (now called Northstar 
Resources Inc.). The attached 
financial statements include the 
results of these two companies from 
the dates of acquisition. 


The acquisition of S & T was 
financed through increased bank 
borrowings by S & T. The Allegro 
acquistion was financed through the 
issue of 999,991 common shares at 
$8.00 per share of the Company. 


The acquisition of these two 
companies has had a considerable 
effect on the assets, liabilities and 
earnings of Northstar. Total assets 
are now $73.6 million compared to 
$20.6 million a year ago and gross 
revenue was $22.9 million in 1981 
compared to $1.8 million in 1980. 
Long term debt on Northstar’s 
balance sheet increased by more 
than $20 million as a result of the 
acquisition of S & T. However, this 
increased liability is the 
responsibility of S & T with 
Northstar only contingently liable for 
a $2.6 million bank guarantee. 


Cash flow from operations increased 
190% to $2,411,799 or 35¢ per share 
from $829,243 or 13¢ per share in 
1980. However, the combination of 
high interest rates which continue to 
remain at uprecedented levels, the 
lack of investment gains in the 
current year, deferred income taxes 
and increased depletion and 
depreciation charges, have resulted 
in a loss for the current year of 
$293,427 or 10¢ per share down 
from earnings of $524,510 or 8¢ per 
share in 1980. 


Revenues 


Oil and gas revenue after royalties 
and Petroleum and Gas Revenue tax 
increased to $2,580,363 from 
$1,116,716; an increase of 131%. The 
increase is primarily due to the 
inclusion of revenues from Northstar 
Resources Inc. totalling $1,213,067. 
Lack of gas markets continues to 
restrict potential earnings in Canada. 
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Drilling contract revenue earned by 
S & T totalled $18,963,762 for the 
nine months included in these 
financial statements. Of this revenue 
$3,773,659 was attributable to U.S. 
operations where three rigs were 
operating during the latter part of 
1981. It is anticipated that four rigs 
will be operating in the U.S. 
throughout 1982. 


Management fees received by 
Northstar in 1981 increased by 106% 
to $1,031,005. Such fees were 
received to offset overheads 
incurred in developing prospects 
and managing the ongoing 
operations of various joint ventures 
and public and private partnerships 
administered by Northstar. 
Significant management fees were 
received by the Company with 
regard to a joint venture entered 
into with Dorset Resources Ltd., a 
company which was formed by 
Northstar and taken public with 
initial share capital subscriptions in 
excess Of $15,000,000. 


Expenses 


Expenses related to oil and gas 
production including depreciation 
and depletion amounted to 
$1,698,942 in 1981 compared to 
$603,981 in 1980. This 181% 
increase is primarily due to the 
depletion of the purchase price 
on the acquisition of Allegro 
Petroleum Inc. 


Total operating expenses attributable 
to the drilling division amounted to 
$12,703,062 including depreciation 
of $1,137,639. The depreciation 
charge is based on the acquisition 
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COStOlonca lta them tnanmine 
historical cost of the underlying 
fixed assets. 


Interest on long term debt increased 
significantly in 1981 to $4,019,478. 
The increase is largely attributable to 
the term loan of $19.5 million 
partially incurred to finance the 
acquisition of S & T and also to the 
high rates of interest in effect during 
the year. 


Share Capital 


During 1981 several important share 
capital issues took place. An issue of 
500,000 10% cumulative redeemable 
convertible first preferred shares, 
series A with a par value of $10 a 
share was fully subscribed, with total 
proceeds before expenses of the 
issue totalling 5 million. In addition, 
999,991 common shares of the 
company were issued in 
consideration for the acquisition of 
Allegro Petroleum Inc. for an 
amount of $7,999,928. A further 
18,520 common shares were issued 
on the exercise of share purchase 
warrants for $123,656. All 
unexercised warrants have now 
expired. 


Capital Expenditures 


During the year the Company 
expended $6,855,239 on the 
acquisition of property, plant and 
equipment in the United States and 
Canada. Canadian resource 
acquisitions and related exploration, 
development and associated costs 
accounted for $3,370,536; drilling 
equipment additions were $906,497 
and $2,578,206 was spent by 
Northstar Resources Inc. 
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Outlook for 1982 


In 1982 the Company intends to 
reduce its outstanding debt and 
interest charges, reduce its overhead 
expenses and limit capital 
expenditures to those areas which 
will generate immediate cash flows. 
To this end the Company has sold 
three properties for a total 
consideration of $4,900,000; (the 
proceeds of sale have been applied 
against the Canadian production 
loan) and announced plans to 
amalgamate its Canadian oil and gas 
division with that of Gane Petroleum 
Corporation Ltd., thus creating a 
more cost efficient Organization. 


On March 31, 1982, the Company 
announced that it had issued 
2,000,000 common shares out of 
Treasury at $3 per share to GLN 
Investments Limited. Northstar has 
acquired 20% of the outstanding 
common shares and junior preferred 
shares of GLN Investments Limited 
for a consideration of $6,000,000. 
The remaining 80% of GLN 
Investments is owned by Great 
Lakes Power Investments Limited, 
one of the Brascan group of 
companies. 


In accordance with the provisions 
attaching to the 10% cumulative 
redeemable convertible preferred 
shares, series A, an issue of Treasury 
shares effects the conversion price at 
which the preferred shares may be 
exchanged for common shares. The 
conversion price of $8.25, in 
accordance with the provisions is 
adjusted to $6.96. 
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Assets - Book Value 
(in millions of dollars) 


1980 


Cash Flow From Operations 
(in millions of dollars) 


Consolidated Balance Sheet 


November 30 


ASSETS 


Current assets: 


Inventory 
Rigs under construction (Note 14) 
Marketable securities (quoted market value $470,497 ) 


Due from limited partnerships (Note 3 ) 


Investments — at cost (Note 4) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 


SAG a ARIS EN OL Mpa eNO eS coI a ks, vce Rack to: el BUR wees a 
Recounts pavaple and accrued Wabilities c.).0) Se ss. ss. cee oe eee 
Aaveices tromminitted, (altMelrships ccc. an so fale se apace ee Tie. 
Advances from joint venture partners......... eer dai, ae ats hi 
Current portion of long-term debt— oil and gas (Note 8)........... 
Current portion of long-term debt—drilling (Note9).............. 


Pei Uhe bLeN ell mean wet Mem ne ie, ai cy nonce PG leon eh, §- So aen oh bolle 6 a 
Honest enmcdent—= oll andeas4 INOLE 3) Bimas ues ods oe sens sm As ae 
Lonetempoacmr culling (NOCD ) ag acct by olan ed es ce 
Deere COnuer 1Xeon mur rere etn. mht ol Mia se erg & Vince Aye one eaee 
AV AATNOEN Wan et Ol were eras tint oP aMi x cis Aan in Seapcebr we eho ees ert) SDS RD 


Shareholders’ equity: 


Siakerac LA NOlem In) eee pe ea ei) eu eae soo. we oR cee 
Pee Maverctee AUR OG mate Mme omne Win ck elec nly isl pis fede sss cope ve tana wuchohes a0 


Commitments (Note 14) 


On behalf of the Board: 
John A. Hagg, Director 
Michael M. Kanovsky, Director 


The accompanying notes are an integral part of these financial statements 
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Property, plant and equipment— oil and gas (net) (Note 5)........... 
Property, plant and equipment — drilling (net) (Note 6).............. 
SUF CONG OMI GutaXC Sy tet rer seat, Neovo. Cando. We Seas Fes lot bs vohon anvad ObEMe uae 
DELS oct ee cc iO hee ed eM 


1981 


$ 772,024 
10,793,244 
1,004,504 
1,675,308 
458,496 
189,991 


203,157 
15,096,724 


2,140,217 
28,792,876 
27,158,083 


434,813 
$73,622,713 


$ 4,250,000 
8,890,993 
392,281 
2,085,528 
732,674 


1,496,028 
17,847,504 


675,518 
6,991,268 
21,753,972 
3,241,735 
643,999 


22,418,343 


50,374 
22,468,717 
$73,622,713 


1980 


150,852 
1,874,444 
42,900 
9,198 


624,758 
PVE ey 


835,107 
16,926,936 
149,000 
23,900 


20,637,095 


316,500 
3,159,706 
938,754 
136,056 
446,830 


4.998 446 


A Szd 
9,219; 7742 


9 294,759 
Gozo 


9,947,550 


20,037,095 


Consolidated Statement of Earnings 


Year ended November 30 


Revenue: 
Oil and ‘gas nethe ere cade cutis are Majors ae trates Mae eg nee ee 
Drilling COMACIS 2 peti ele sacs ke sre alee ce ee 
Management [6eSi\. 7 tepsat oan Gath sare ste Sane weer a en ee 
Interest-and ‘Other en i sahaie Ata oh a as ces enn eee 


Expenses: 
Operating==O1l-and Caste Sica & Slsiags ie vette as eR ee 
Operating drilling, sta sake cin ee os Phi nee ee eg Oe 
Generaland aciministranive sy <7. nik ates ee ea ee eee 
Interest =lone-tenn-debts ak ay As ss ea ao ees eae cee 
Interest == Othen Frees A Ms pci ae oS Ok SA ee pee ee 
Depreciation = kts escpe, icp avare ea as bss oeaewd get Oeste aumento arene 
Depletion rice acer. ee seen Suen ao ee ae ee 


Barmings before the: following ae a... 2:5 as ci < eae eee ot 
Investment income: 
Gain on disposalol shares. oom, 56 ahaa ine ccankd ceeatne eee ae ze 
Carrying charees nictiol dividend: ia ee ie tec. ae nee aa 


Eamings before income taxes and minority interest. 72 73.9. a. 
Income taxes (Note 10): 
GUITENUS ESS Bae Sis Dee aes Wer tad Ota 2 haa ee 
|B Yes Kein iar 8 eo eee PPL See MITT Were SROs UE SIS ht 


Earnings (loss) belore minority 1Mteresta4. 2 ee s0 eee 
MinOmity 1terestcy nae ees ei leek «Rese sere Scere atta cee 


Net earnings: (loss) aec.. 2) vita ss aio Meee anne an 


Per comnion share ae -s eREe ce eee 


Consolidated Statement of Retained Earnings 


Year ended November 30 


Retained eamings, beginning Of yeate i .teen a en ene 
Net €arnines:(1OSS:) cas arti nee og eee ee 
less preferred share-dividends va: same « vest rc as aaa ee eee en ae 


Retained: earnings. end Of year aan ee a og ee 


The accompanying notes are an integral part of these financial statements 


1981 


$ 2,580,363 


18,963,762 
1,031,005 


384,435 
22,959,565 


484,173 
11,565,423 
3,586,156 
4,019,478 
675,691 
1,322,943 


1,029,465 
22,683,329 


276,236 


1,629 


1,629 


277,865 


306,301 
235,992 


(90,000) 
452,293 


(174,428) 


118,999 
(293,427) 
(0.10) 


1981 
$ 652,797 
(293,427) 
(308,996) 
$ 50,374 


1980 


1,116,716 


500,441 
172,075 


1,789,232 


150,248 


499,161 
400,583 
223,017 
ZLDvUI 
382,232 
Li2ioA2 
61,890 


842,719 
393,007 
249,212 
311,102 


(149,000) 
(64,408) 

(213,408) 
524,510 


524,510 
0.08 


1980 
247,440 
524,510 

(119,155) 
652,797 


Consolidated Statement of Cash Flow 


from Operations 


Year ended November 30 


Consolidated Statement of Changes 
in Financial Position 


Year ended November 30 


Source of funds: 
Ae he yO ODETAONS yop cri alin. the la son's leita ssn see eialweeeOe 
PIOce eds OG ISSUerOl SAFE CAD tial x. Psy a as lod aelelis 4G, aR sel io use 
BD Coie et OUIClassetSii mf. wa. Sis ois wns te sr Ar ie SIG 
We eee Vee mma ince urine ier eon ayy 2s aay, 04 OFAN ER Ba 
AE ranisre tear FesOUTCe DLOPCIUGS = wi actn wien smu Bes en Oe eee 
Le@ee cc Onucsic Ol Onorerin ebisnur ds sn. ost Wal slcen ean ot oie 
PIGE CLS OL CISPOSAL OL ASSElS Si tasire Aiea Ho balisane aoe sc co pnuahn eae eae 


Application of funds: 
Acquisition of S&T Drilling (Northern) Ltd. less working capital 
OEE, ClO DG O54 NOLELL noua ae sipanty cok a bl oonn «Mee es 
Acquisition of Allegro Petroleum Inc. plus working capital deficiency 
BSS COl poets ANOLG Li) cians aba mateclt cama nia ehas ish stake panes 
Purchasarci property. plant and equipmentin. Sais. ek dks wae 
PEM MASEROl MAVESELIIET ILS Winery eet occen war wera ar ti, Osea es ey We hac 
Repavinent Omlong LermdeOt ssc mem boas ayo) anette dhe ou 
Bei etieG SEC VIA CHU SAO eaves Sara tbo nd cua ee ata anna aot cis wees 
MOE SI ZA OM COSLS meus eis th Gs wy ieee 7 ase aR nae at Soe Pan tema oy RR a a 
HC HOASEHIIY OULIEU ASSELS ote snc ani a s)s ccs, artteen hays date Wid ata! adl yan eile an Wedge 


Increase imi working Capital deficiency. oa. sane ees We rie ee 


Workins capital deficiency, beginning Of year. ..6. 6 ete ee we 


Working capital deliciency, end OF year we. aah, os Rohini Go ene 


The accompanying notes are an integral part of these financial statements. 


1981 


$ (293,427) 


1,322,943 
1,029,465 
235,992 
118,999 


(2,173) 


$2,411,799 
$ 0.35 


1981 


$ 2,411,799 
13,123,584 
23,900 
504,197 
17,617,744 
45,750 


33,726,974 


15,566,066 


8,088,100 
6,855,239 
1,035,970 
1,892,276 
308,996 
434,813 


34,181,460 
454,486 
2,296,294 


$ 2,750,780 


1980 
524,510 


71,501 
382,232 
(149,000) 


1980 


829,243 
orn saa Wl 
3,200 
bey, 
718,321 
2,310,447 


7,785,079 


8,262,597 
719,907 
384,984 
119,153 


121,600 
9,608,241 


1,823,162 


473,132 


2,296,294 
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Auditors’ Report 
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to the Shareholders 


We have examined the consolidated balance sheet of Northstar Resources Ltd. as at November 30, 1981 and the consoli- 
dated statements of earnings, retained earnings, changes in financial position and cash flow from operations for the year then 
ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly included such 
tests and other procedures as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements present fairly the financial position of the Company as at November 
30, 1981 and the results of its operations and the changes in its financial position for the year then ended in accordance with 
generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


Calgary, Canada 
March 24, 1982 - (except for note 18(c) for which the date is March 31, 1982) 


Notes to Consolidated 
Financial Statements 


November 30, 1981 


1. Acquisitions: 

The Company acquired, effective January 23, 1981, 65% of the common 
shares of S&T Drilling (Northern) Ltd. (a corporation providing contract 
drilling services to the oil and gas industry). Accordingly, its results of 
operations are included from the effective acquisition date. The acquisition, 
accounted for as a purchase, was financed by the issuance of long-term debt. 
The purchase price of $16,500,000 was allocated to the net assets acquired as 
follows: 


Workin o capital eg cese wrens eter ents $ 933,934 
Property, plant and equipment—drilling . . . 20,476,669 
TMVESUEM EM [Site eee ey Cen aten ype 269,140 
27,679,743 

Tong-tern: deb tae maar incr cue prnaer te $7,500,000 

Delemedtincom Craxesiaem arr ae 3,154,743 
IMM AIROLAUS Teo can an he A dueed bo ole 525,000 11,179,743 
$16,500,000 


The Company acquired, effective February 11, 1981, all of the common 
shares of Allegro Petroleum Inc. (an oil and gas exploration and development 
corporation based in Houston, Texas ). Accordingly, its results of operations 
are included from the effective acquisition date. The acquisition, accounted 
for as a purchase, was financed by the issuance of 999,991 common shares of 
the Company for an amount of $7,999,928. The purchase price was allocated 
to the net assets acquired as follows: 


Property, plant and equipment—oil and gas........... $ 8,088,100 
Workino«capitalid etic enGyar semen nic an ian earn ne 88,172 


$ 7,999,928 


2. Significant accounting policies: 
a) Principles of consolidation: 


The consolidated financial statements include the accounts of Northstar 
Resources Ltd. and its subsidiaries Northstar Resources Inc. and Rathtron 
Resources Ltd. as of November 30, 1981 and the accounts of S&T Drilling 
(Northern) Ltd. as of October 31, 1981. 


The excess of the consideration paid for the shares of subsidiaries over 


the underlying net book values at the dates of acquisition is attributed to 
the related assets acquired. 


Chartered Accountants 


b) Oil and gas exploration and development expenditures: 

The Company follows the full cost method of accounting for exploration 
and development expenditures, wherein all costs related to the exploration 
for and development of oil and gas reserves in North America are 
capitalized. These costs include leasehold acquisition costs, geological 
and geophysical expenses, carrying charges of non-producing properties, 
costs of drilling both productive and non-productive wells, oil and gas 
field production equipment, gathering lines, compressors and gas plants 
and interest and overhead expenses related to exploration activities. The 
costs, together with future capital costs associated with proven reserves 
are depreciated and depleted on the unit-ofproduction method, based 
on estimated proven recoverable reserves as determined by independent 
engineers. Proceeds on minor property sales are credited to the net book 
value of property and equipment without recognizing any gain or loss on 
disposition. Gains or losses on major property sales are recognized in 
the statement of earnings. 


c) Joint venture accounting: 
Substantially all of the Company’s oil and gas exploration and production 
activities are conducted jointly with others and accordingly the statements 
reflect only the Company’s proportionate interest in such activities. 

d) Fixed assets — drilling: 
The Company capitalizes all additions to fixed assets. Replacement of 
drilling equipment and pipe repair items are written off to expense as 
incurred. 

e) Depreciation: 
Oil and gas segment: 


Depreciation, on other than production equipment, is provided using 
the declining balance method at the following rates: 


Automobiles 30% 
Furniture and fixtures 20% 
Building 5% 


Drilling segment: 
Depreciation of drilling equipment and pipe is provided based upon 
operating days at daily rates estimated to reduce the net book value of 
the assets to salvage value at the end of their useful lives. 

Depreciation of other fixed assets is provided for at the following annual 
rates: 

Camp equipment 
Automotive equipment 


10% straight line 
30% straight line (to estimated salvage 
value ) 
20% reducing balance 
5% straight line 


Office furniture 
Buildings 


f) Foreign currencies: 


The accounts of the foreign branch and subsidiaries are translated into 
Canadian dollars on the following basis: 


a) current assets and liabilities at the rate of exchange at balance sheet 
date; 


b) all other assets, applicable depreciation and depletion, and non- 
currentliabilities at rates prevailing when the assets were acquired or the 
liabilities incurred; 


c) revenue and expenses, except depreciation and depletion, at the 
average rate in effect during the year. 
Gains or losses on foreign exchange are recognized in the statement 
of earnings. 

g) Investment tax credit: 
The investment tax credit relating to the purchase of new assets is 
credited to the appropriate fixed asset in the year it is applied to reduce 
the taxes payable. 

h) Drilling revenue recognition: 
Revenue is recognized as earned, either on a per day basis or by depth 
drilled. 

i) Inventory: 
Inventory is valued at the lower of cost or replacement value. 

j) Earnings per share: 
Earnings per common share have been calculated using the weighted 
average number of common shares outstanding during the year. 

k) Deferred revenue: 


Payments received for undelivered gas are deferred and are recognized 
as revenue when deliveries are made or on expiry of the period allowed 
for such deliveries. 


5. Property, plant and equipment — oil and gas: 


Petroleum and natural gas leases and rights together with 


Gxolorion ariel alayelloyoreaeinitneeOns oc og ono S56 bona en epee one 
INUUGTIOG) OMNES. 3.055 35a dp Saad tn ASE ER ay EE Ie ne 
QUASI 5. a igoy woe abayban- ocdled OM Ae Reap SEE ea Fe eRe te mE cee ae 


6. Property, plant and equipment — drilling: 


Dyntliiner Gopunkoransate ZINC OWNS y vo uve cnanseoudannepangedeseca.cem ont 
RUE UAE? COMMMUCHOMN, won yo roobeonnoeouscaumubno Tb eres gues esos 
Caaaysy Qe UNO 5. aa.0 oes add eooeoes yh Aw gan a od OMe Good Seo Omron 
UENO VE AOLMB MSG, ¢ pacednodoguonhomooageo su om ode so wunmeean 
OuineS Numiniiaire zINEl MAWES 2 goa oe ea wee gob ooh ooe peas oodonE nega: 
UNM... cog os Sag oh cee. ap TOL e o emo cect tao Deon colar Gnouee ona 
1A) a Ee Co wn a Shai wh nities: Sapo cng asia) mol ans earns in ios 


7. Bank loans: 


1981 1980 
Oil and gas segment: 
RAO OLN. « go mas creo mnenn Se $1,500,000 316,500 
iDyetnnvetavel ihaiveinlan WORT 2 be ote oe wwe one 800,000 
2,300,000 316,500 
Drilling segment: 
Operating |Oanmencemwnc tpi ean cme oe 1,950,000 — 


El OAL RnR Cerra NE TB re te it 


$4,250,000 316,500 


Management fees received for operating certain joint ventures are deferred 
and are recognized over the estimated duration of the joint ventures. 
1) Associated company: 
The investment in associated company is accounted for under the equity 
basis which for 1981 equals cost. 
m) Petroleum incentive program grants: 
Grants under the Canadian government's petroleum incentive program 
are accrued in accordance with the proposed regulations and treated as a 
reduction in the cost of the related property, plant and equipment 
account. The legislation and regulations in respect of this program have 
not been enacted by Parliament. 


3. Due from limited partnerships: 
Due from limited partnerships relates to partnerships for which the 
Company acts as general partner. 


4. Investments: 
Investments are comprised of: 


1981 1980 
Marketable securities 
(market valuel308'378)ies oe aes $1,470,431 719,907 
AdlvanceltoyOint venture rr irene i ersriee ert 139,182 - 
IDNA BRIMINETINNOS snk oe non soa aaeve. 160,214 115,200 
AESCCWEG) COMO 5 uc eo gas sanuccoager 116,250 — 
(OlaltprcveeuinthlaAts G, 4 ahseh Ay SOMERS ooo oa BE 254,140 = 
$2,140,217 835,107 


Included in marketable securities are investments having a cost of 
$401,222 which are held in escrow and therefore cannot be disposed of 
without regulatory approval. 


1981 3st 
Accumulated Net Net 
Depreciation Book Book 
Cost and Depletion Value Value 
$30,057,307 1,770,508 28,286,799 16,700,131 
248,627 86,386 162,241 42,084 
oe 275161 _ 129,325 __ 343,836 __—184,721 
$30,779,095 1,986,219 28,792,876 16,920,936 
1981 1980 
Net Net 
Accumulated Book Book 
Cost Depreciation Value Value 
$24,373,812 1,055,970 23,317,842 = 
1,948,002 - 1,948,002 — 
398,508 120,096 278,412 - 
59,056 32,758 26,298 ~ 
76,483 35,434 41,049 - 
996,051 49,571 946,480 — 
600,000 - 600,000 = 
$28,451,912 1,293,829 27,158,083 — 


The revolving loan is secured by a general assignment of accounts 
receivable and by the hypothecation of and pledge of certain marketable 
securities. The demand interim loan is secured by a floating charge over all 
of the assets of the Company second only to the secured debenture referred 
to in Note 8. 

The operating loan, together with the term loan referred to in Note 9, are 
secured by accounts receivable, a demand debenture representing a first 
fixed and floating charge over all assets, including a first mortgage over 
drilling rigs costing $21,488,038, land and buildings, guarantee bonds and 
postponement of claim by certain shareholders of a subsidiary not to exceed 
$3,000,000 and assignment of specified contracts covering drilling rigs. 


i/ 
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8. Long-term debt — oil and gas: 


Production loan Canada =a mere ses 
ProductOmloan=UWrSis, ene ees 


Secured debenture (U.S. 1981 — $250,000; 
198022 $450 000.6 er ake sins ey ee 

12% promissory nOtes .\ ts ean een ne 

912% morteace payable oa 


Tess Current pOrlOnnnk. Wns Bee 


9. Long-term debt — drilling: 


Ai ciuomy GLI Mmin tah omoctn a nrc iota he nis 
Motteage;payable i iain ues 8 a cee ee 
Note:payablesaar so creme eas en ae 


EeSs/CUITENE POLIONT 2 hi ee 


10. Income taxes: 


1981 


$6,137,290 
1,230,724 


298,350 


57,578 


7,723,942 
732,674 


$6,991,268 


1981 


$19,500,000 


1,750,000 


2,000,000 


23,250,000 


1,496,028 
$21,753,972 


1980 
5,362,116 


536,490 
7,500 
60,496 
5,966,602 
446,830 
DoW 12 


1980 


The Canadian production loan bears interest at the Canadian prime rate 
plus 114% and is secured by production from certain Canadian petroleum 
and natural gas properties. Although the loan is a demand loan, the lender 
has agreed to accept payment out of future production. The U.S. production 
loan bears interest at the U.S. prime rate plus 42% and is secured by production 
from certain U.S. petroleum and natural gas properties. The debenture bears 
interest at U.S. prime plus 142% and is repayable in January 1982. Security for 
the debenture is a floating charge on the undertakings, property and assets of 
the Company both present and future. 


Repayment of long-term debt for the next five years is as follows: 


1982 — $732,674; 1983— $405,730; 1984— $348,841, 1985—$41829 and 
1986 — $ nil. 


The term loan which bears interest at the Canadian prime rate plus 4%, 
is repayable over 6 years in increasing annual instalments and is secured as 
stated in Note 7. The mortgage payable was non-interest bearing and was 
due on November 6, 1981. It was refinanced subsequent to October 31, 1981 
with a Canadian chartered bank to interest at 4% over the bank’s prime 
lending rate. The principal is repayable over 6 years in increasing annual 
instalments. The note is repayable in three annual instalments beginning 
January 23, 1982 and is non-interest bearing unless in default. 

Repayment of long-term debt for the next five years is as follows: 1982 — 
$1,496,028; 1983 — $2,507,936; 1984 — $3,519,842; 1985 — $3,865,072 and 
1986 — $4,876,986. 


The taxes provided differ from the amount that would have been expected if the reported pre-tax earnings were subject to the combined Federal and Provincial tax 
rates for the year. The principal reasons for the differences between such “expected” income tax provisions and the amounts actually provided were as follows: 


Computed! expected incOmMetaKeS ace ek he en ee 


Increase (decrease) in income taxes resulting from: 


Non-deductibility of royalties and other payments to the Crown 


Less related allowances and rebates: 


Fedele a ae ee Ne Se GU eRe Ein Teg ee nee aoe Sera 
PEOVILICIAL ca osicas Hoh ais ea es Ce RE Nee HN Ont Ret meas pera se re nec iee 


Non: deductibledepletioniie tage ucan sour Be eee cia ei Oe Nae eee i ean ena lean 
Non-deductibletdepreciation ces se) sec mex pete aici ee re sep pence eee enrne 
Non-taxable:dividends tance sac tarde Sh atc we ene hoe. cere Ue OY cenit on tas — — 
Nonetaxable portion’ Ofcapital-oainsnnenciade sek an et ee ce eG ees eet anne 
OUDE Ee Ri eG al gta Glee ated aun Cael oorarbre  eahe hate cant ti Ie Nae ae 7 en Ue eect noe 
Shareassue:costs deductible tor tax se tinraeits seer ne ree a i ee ae ee — - 


1981 1980 
Percent of Percent of 
Pre-tax Pre-tax 
Amount Earnings Amount Earnings 
$135,598 48.8  $ 151,817 48.8 
173,321 62.4 121,220 39.0 
(60,643) (21.8) (124,322) (40.0) 
(90,000) (32.4) (64,408 ) (20.7 
158,276 57.0 84,307 DES 
155,243 55.9 70,914 22.8 
231,561 83.3 —_ = 
(169,361) (54.4) 
= = (198,039 ) (63.7) 
(92,787) (33.4) 5,154 1.6 
(6,383) (2.0) 
$452,293 162.8  $(213,408) (68.6) 


For the oil and gas segment, the Company has approximately $16,000,000 of unapplied exploration and development deductions available for tax purposes at 
November 30, 1981. For the drilling segment, the Company has approximately $8,500,000 of unapplied deductions available for tax purposes. These deductions may 
be applied in accordance with the provisions of the Income Tax Act. 


11. Share capital: 


a) Authorized and issued: 


1981 1980 


First preferred shares, par value $10 per share; authorized 10,000,000 shares issuable in one or more series; 


issued: 500,000 10% cumulative redeemable convertible Series A shares 


$ 5,000,000 _ 


Second preferred shares, par value $10 per share; authorized 500,000 shares issuable in one or more series; 


issued: 40,000 8% cumulative redeemable Series A shares 


Common shares, without nominal or par value; authorized 25,000,000 shares; 
issued: 6,144,956 shares (1980 —5,126,445 shares) 


b) The changes in the share capital of the Company during the year were as follows: 


Balance, November 30, 1980 


Issued for cash 


Issued on exercise of share purchase warrants net of expenses 
Issued in consideration for the acquisition of Allegro Petroleum Ine 


400,000 400,000 
1,390,580 = 1,390,580 
15,627,763 7,504,179 
$22,418,343 9,294,759 
Number of Shares Amount 
Common Preferred © Common Preferred 
5,126,445 179,058 $ 7,504,179 1,790,580 
18,520 = 123,656 = 
Es Se, SN ee ie 999,99 1 == 7,999,928 = 
- 500,000 _ 5,000,000 
6,144,956 679,058 $15,627,763 


6,790,580 


12. Remuneration of directors and senior officers: 
The aggregate remuneration paid to directors and senior officers of the 
Company for the year ended November 30, 1981 amounted to $371,000 


14. Rig purchase commitments: 
The Company currently has four rigs under construction. Three of these 
rigs, with costs incurred to October 31, 1981 of $1,675,308 are being constructed 


(1980 — $336,000). No remuneration was paid to directors as such. for sale to the Australian joint venture in which the Company has a 35% 


interest. The total costs, including the cost of the three rigs, to be incurred for 
the joint venture are estimated to be $21,000,000. 


The fourth rig, with costs incurred to October 31, 1981 of $1,948,002 has 
an estimated additional cost to complete of approximately $1,850,000. 


13. Stock options: 


Under an employees’ share purchase plan options to acquire up to 37,500 
common shares of the Company have been granted to each of six senior 
employees of the Company. The options are exercisable as to one-fifth of the 
common shares annually on a cumulative basis commencing November 30, 
1979. The exercise price per common share is $1.67, $2.33, $2.67, $3.00 and 
$3.33 on November 30, 1979, 1980, 1981, 1982 and 1983 respectively. In addition 
share purchase plan options to acquire 40,000 common shares of the Company 
at a price of $5.50 per share, 46,000 common shares of the Company at a 
price of $6.00 per share, and 15,000 common shares of the Company at a price 
of $6.50 per share, exercisable over a period of two years are outstanding. 


Options outstanding at November 30, 1981 total 326,000 shares. 


15. Comparative figures: 
Certain 1980 comparative figures have been reclassified to conform 
with the current year’s presentation. 


16. Geographic segments — oil and gas operations: 


Canada United States Total 
eL DGP ERTS ERS NV Sas Bees aes a ne each ey ons Ae od ONE al a $ 1,367,296 1,213,067 2,580,363 
MAMAS SIE IUNCE Smarr et rye eer tat eee hens RF | oon Mec ade a 700,400 330,605 1,031,005 
ACRE CINE O MENGES ASU Setee on Gear aay eaten Rene, ee nese ee ee OR Rare RUN A. NYT ck. ore BS Ube eee | 241,614 140,648 382,262 
Hota mopctanlta Owe enue tite wat age o's. nly Site fox, k hh ee Oo ese ie pene cen 2,309,310 1,684,320 3,993,030 
OM SAN MOAR CSCS Maree Pen ree UALR OS re hen chatine OMe etdieann” dona Seerachey ane ame eee eee ae ea 360,419 123,754 484,173 
Depletionrancdkcepreciall Olam tar ee barcran yatta tue Pee, eta ta: bry. A ean at eee ters ahah = Oe ee 585,162 629,607 1,214,769 
Generalanidka diMmstratlverexpONSesemmrate tals cece street are Reet ern eee an 893,595 589,140 1,482,735 
Mira ROIer lt Gre MeH SCS 8. wees eine. aha nip ath UNiting hy ean atc trate ae Mea eee A ee te 1,839,176 Ion2 oO) 3,181,677 
Berm onb Cl OLesth CHOllOwitl Geen conte sccm ayant. Adela cee ta hal area eek See ee eee $ 470,134 341,819 811,953 
HOYLE RESE SASS ES i's, ze ata re cheney ore a Ree are an aS Se eee eo an, aon Rr Re ees (1,041,233) 
VES CENCE LG OM CMa Ree gots ete ects Neer Rg Rie nS), ina AE J Per SR ae a | a oes nn 1,629 
EROOUMETER ES... OF 0 nf Se ee een eek ane reat eee ora) nie em airy ME eran Se OR arma Kie aml S | oe] 186,580 
INET OSS: 2.0'5.ia eG ged OHA bees LON AL en NCR ER Rt nce te tne ant A Wea OE PEE Ar ange ARE Rn Gh ae. $ 641,071 
Nalemtiliaks -aSSCts Meee rare e ce Se he teh tea oe hd eared. © Gr moc he ttle, Se Rh 0c bani ee A eg Lo RgR $25,561,879 12,075,514 37,637,393 


For the year ended November 30, 1980, the Company principally operated in Canada. 


17. Geographic segments — drilling operations: 
During the summer the Company moved three of its rigs to the state of Oklahoma in the United States of America and since that time they have been operating 
there. 


A breakdown of the operations and identifiable assets between Canada and the United States is as follows: 


Canada United States Total 
Dyal ithiner cova ra nie Werle oy lpia nolo seo yh ced eos re or cetko ae Ota cm newts Gem 0S 3% Cao c $15,190,103 3,773,059 18,963,762 
COMMS OFOSUIS o 5 ns SAW Achnwsr eos Jove sPO enue eo dene aa so aia Domains OWS OM gow cao ¢ 9,880,537 2,822,525 12,703,062 
(Giro (ORONIE ioral lal WOKE? GHSCUONS . cacnotoasdoawhoocorchnbooocccomuungutboon HNOGnyusue 5,309,566 951,134 6,260,700 
Gsicull zing aelnniniginne Goin cogach son omc soo pee nvour ano oumabh wh6 vos eh oe ee 1,486,975 616,446 2,103,421 
Os wilkne MOONS. naa s gelatine om Die ake eee Gs ho por ae myn Dials Dino cea uMapoaa died 6's Dyo2zsooll 334,088 4,157,279 
CONEAVSTE 5, ss ot antes pilots Oe A Decor yen Re crrepoa e PPEALOANE i a eR pe ROE Mir aA ray cen Neto) ase ne DWI — 2,173 
Ezhianiargs lnrettorne tare HOMO nase owctio ence un CMe noon Gues oro ennouse no Gum eu bonus Acnadpaagar $ 3,824,764 334 688 4.159.452 
NSIS GUOSIBE Gauls ou poe & oun daca ne GooetD Spo oo coud han eed AE oeO yanks can mace (3,053,936) 
[AVON RES ERE os er IPM OTS FEN ORME OLS beinteety or tera Mena reece. g tf tigate oem thics tern dim Gra (638,873) 
MRO MIRE paso enoda saan whe doe On Coos DORM EoD eyo he ia Gob Phono bm (118,999) 
Nie GR peso oon aap soo neds MOEN ome oDUnow EDD a oy plow ae CM NOY Df oar oo ow cit $ 347,644 
GIANNIS BRSA...c Go. ures Ble 0d 6 Oe to oT Oe Beet Eico com ene otha yeceinecaed orGemea Dt a) emo cnr Guyict am $27,739,710 8,202,129 35,941,839 


18. Subsequent events: 

a) On January 1, 1982 the Company disposed of certain petroleum and natural gas properties for an aggregate consideration of approximately $4,900,000. 

b) OnJanuary 12, 1982 the Company entered into an agreement in principle to amalgamate its Canadian oil and gas division with Gane Petroleum Corporation Ltd. 
to form a new Canadian controlled oil and gas exploration company. The agreement, which is subject to certain conditions, rulings and approvals, involves the 
exchange of the Company's Canadian oil and gas assets for shares in the new company. Northstar Resources Ltd. is expected to own approximately 50% of the 
new company, through which it will undertake its future Canadian oil and gas activities. 

c) On March 31, 1982 the Company entered into agreements with Great Lakes Power Investments Limited (“Great Lakes”) and GLN Investments Limited (““GLN”), 
both private companies, pursuant to which the Company issued to GLN 2,000,000 common shares for a cash consideration of $6,000,000 and acquired 20% of 
the outstanding common and junior preferred shares of GLN for the same consideration. The remaining 80% is owned by Great Lakes. 
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October 28, 1981 


Mr. Paul Taylor 
Report on Business 
The Globe & Mail 

444 Front Street West 
Toronto, Ontario 

M5V 2S9 


Dear Mr. Taylor: 


In regards to your article, dated October 5, 1981, on Canadian oil 
companies participating in Australian drilling and exploration, | 
would like to take this opportunity to inform you that Northstar 
Resources Ltd. has become very active in Australia. 


We currently have four rigs under contract, one of which is moving into 
the Surat Basin within the next few weeks. The remaining rigs (twelve 
thousand feet in depth) are being shipped over to Australia at the end of 
1981, under contract for Santos Ltd., in the Cooper Basin. By early 1982, 
Northstar's Australian affiliate, S&T Australia Ltd. should be amongst the 
three largest international drilling contractors in Australia. 


Our Australian affiliate is owned approximately 36% by our Canadian drilling 
company, S&T Drilling (Northern) Ltd., 14% by Platypus Oilfied Services Ltd., 
a U.K. based oil field operator, and 50% by Leighton Mining, an Australian 

based company controlled by the prominent Australian businessman, Alan Bond. 


| have enclosed some general material on Northstar, and will put your name 
on our mailing list for future publications. 


MOUS aU LUE 

NORTHSTAR RESOURCES LTD. 

of Aamo SO 
WReass 

Michael M. Kanovsky 


Executive Vice-President 
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Second Quarter Report to Shareholders 
For the Six Months ended May 31, 1981 


Northstar’s Future Looks Bright i in the U. S. 


Despite the severe downturn in Canadian oil 
and gas exploration, Northstar Resources is 
maintaining an aggressive stance by responding 
to more attractive opportunities in the United 
States. 


‘Wellhead oil prices in the United States are 
about $40 (Cdn.) per barrel as opposed to less 
than $20 per barrel in Canada,’ says Northstar 
President, John Hagg. ‘‘Because of higher 
Canadian taxes and royalties, the producer in 
the United States more than triples the return 
available in Canada.’ 


“NEP a Disastrous Example | 


Politics at its Worst’’ 


Says Hagg, ‘“‘The Canadian government’s 
National Energy Program purports to be a 
coherent policy aimed at achieving energy Sself- 
sufficiency. Instead, it is a disastrous and 
frightening example of politics at its worst. 
The NEP is severely damaging energy develop- 
ment in Canada, it is harming Canadian explo- 
ration and service companies, and it will ulti- 
mately hurt all Canadians.’ 


‘*In short, the NEP is an interventionist doc- 
trine which will reduce economic activity 
throughout the country, further devalue the 
Canadian dollar and, ultimately, depress the 
standard of living for all Canadians. Cana- 
dians should be extremely alarmed about the 
implications of the National Energy 
Program.’ 


In response to the NEP in Canada, Northstar 
has moved decisively during recent months to 
expand its U.S. exploration and drilling opera- 
tions in order to establish a strong foundation 
on which to build the future of the Company. 


Total Assets 


“Northstar is moving aggressively to take full 
advantage of the opportunities available in the 
exploration and contract drilling fields in the 
United States,’’ says Company President, John 
Hage. 


continued on page 2 


Highlights for 
| First Six Months of 1981 


$67,444 000.00 
$11,040,000.00 
Net Earnings $ 47,000.00 
Cash Flow $ 1,405,000.00 
Wells Drilled 47 
Land Holdings (gross) 615,000 acres 
Drilling Rigs 11 

on order 3 
Share Price-high $10.12 

-low % G.a0 


Revenues 


5 


During the first six months of 1981, Northstar 
participated in 25 wells in the United States, 
up from one a year ago. Plans for the next 
year call for close to 80 wells being drilled in 
the U.S., representing approximately 75% of 
the Company’s overall exploration effort. 


In the U.S., Northstar has been most active in 
the Austin Chalk trend of Texas where land 
holdings are in excess of 40,000 gross acres in 
seven counties. Northstar’s working interest, 
together with that of its investor-partners, 
varies from 12'2% to 60% in 50 producing 
oil and gas wells along the trend. 


The wells generally produce the majority of 
their reserves in the first four years of pro- 
duction. Studies by independent petroleum 
engineers indicate that the wells have recover- 
able oil in excess of 100,000 barrels per well. 


“We will continue to actively explore the 
Austin Chalk in 1981 and plan to shoot addi- 
tional seismic, and drill at least 20 more wells 
this year,’ said Donald Lehto, President, 
Northstar Resources Inc. 


Remote Sensing, 


a New Technique 


Northstar is participating in an exciting explo- 
ration program utilizing state-of-the-art tech- 
niques, such as remote sensing, to augment 
conventional exploration methods. Combined 
with certain geochemical surveys, remote sens- 
ing may help to identify significant hydro- 
carbon deposits. 


The Company has recognized the potential of 
establishing a position in California, an area 
in which there has been increasing industry 
activity. More than 20,000 acres have been 
acquired onshore in California in which North- 
star has a 20% working interest. Prior to the 
commencement of drilling later this year, we 
expect that at least 100,000 acres will be leased 
on at least 20 separate prospects. 


In eastern Michigan, Northstar has an 8.25% 
interest in over 25,000 acres acquired on five 
prospects as a direct result of this program. 
Other geological basins are currently being 
pursued on a similar basis. 


Notes in Brief 


Appointment. David Scobie, Chartered 
Accountant with a B.Comm. from Queen’s 
University, and most recently Treasurer for 
Northstar, appointed Vice-President and 
Treasurer responsible for all financial oper- 
ations of the Company’s operating divisions. 


Appointment. Alan Smith, most recently 
President of Brinco Oil & Gas, appointed 
President of Dorset Resources Ltd. and elected 
a Director of Northstar Resources Ltd. 


Election. John Hagg, President of Northstar 
Resources, recently elected to the Board of 
Directors of the Independent Petroleum Asso- 
ciation of Canada (IPAC). IPAC represents 
over 200 Canadian exploration companies and 
has been particularly active on behalf of the 
Canadian sector of the industry since the 
inception of the NEP in Canada. 


Company formed. Northstar and Gane 
Petroleum Corporation each have a 46.5% 
interest in Northgane Minerals Ltd., a new 
minerals exploration company based in Prince 
George, British Columbia. Gerry Klein, a 
mining geologist with more than 15 years in 
the industry, has been appointed Vice- 
President, Exploration. 


Agreement. S & T Drilling has agreed to sell 
two new rigs to Australian partners under a 
joint venture agreement for a rig operation 
based in Adelaide, Australia. Under the agree- 
ment, S & T will acquire an approximate 30% 
equity interest in the new venture at very little 
net cost to the Company. Operations are 
expected to commence early in 1982. 


Annual Meeting. Northstar’s annual share- 
holders’ meeting was held in Calgary on May 
28. Following the meeting, about 250 people 
attended a reception at the Petroleum Club to 
recognize the acquisition of S & T and Allegro. 


Exploration Session. In conjunction with the 
annual meeting, geological consultants from 
Calgary; Houston; New Orleans; Lexington, 
Kentucky; and St. Helena, California, attended 
a two-day exploration session to develop a 
long-range corporate exploration strategy for 
Northstar. 


RIN ANCIAL 
RERORG 


Consolidated Statement of Changes 
in Financial Position 


Consolidated Statement of Earnings 

and Retained Earnings 

For the Six Months ended May 31, 1981 
(Unaudited) 


May 31 May 31 
1981 1980 


Revenue: 
Oil and gas-net $ 1,045 $ 509 
Drilling contracts 9,299 — 
Management fees 500 198 
Interest and other 196 21 
11,040 918 

Expenses: 
Operating-oil and gas 150 67 
Operating-drilling 6,230 = 
General and administrative 1,313 242 
Interest 1,996 533 
Depreciation 529 2, 
Depletion 361 205 


10,579 1,069 


Earnings/(loss) before the 


following: 461 (151) 
Gain on disposal of shares 2 — 
Minority interest (67) -— 
Earnings before income taxes 396 (151) 
Income taxes: 

Deferred 401 a 
Alberta Royalty Tax Credit (52) (43) 
349 (43) 
Net earnings/(loss) 47 (108) 
Retained earnings, 
beginning of period 653 247 
Less preferred share 
dividends 72 47 
Retained earnings, 
end of period $ 628 $ 92 
Cash flow for period $1,405 $ 119 
Earnings/(loss) per 
common share $ 0.01 $ (0.03) 


Cash flow per common 
share SeLOi loge 0202 


For the Six Months ended May 31, 1981 
(Unaudited) 


Source of funds: 
Funds from operations 
Proceeds on issue 
of common shares 
Proceeds on issue 
of preferred shares 
Proceeds on exercise 
of warrants 
Decrease in other assets 
Deferred revenue 
Transfer of resource 
properties 
Increase in long-term debt 
Minority interest 


Application of funds: 

Purchase of property, 
plant and equipment 

Purchase of limited 
partnership interests 

Investment 

Repayment of long-term 
debt 

Preferred share dividends 


Increase in working capital 
deficiency 

Working capital deficiency, 
beginning of period 

Working capital deficiency, 
end of period 


May 31 May 31 
1981 1980 
(000s) (°000s) 

$1,405 $ 119 
8,000 1,489 
391 

24 = 

114 3 

40 = 

= 937 
23,584 = 
525 = 

33,692 3,939 

35,403 6,198 
53 = 

325 939 

= 356 
2 ey 

35,853 7,540 
2,161 3,601 

2,296 473 

$ 4,457 $ 4,074 


S & T Opens 
Oklahoma City Office 


At a time when the Canadian drilling industry 
is slowing down, the future looks bright for 

S & T Drilling, Northstar’s oilwell drilling 
subsidiary. 


In March, April, and May, S & T had the 
highest rig utilization rate of any Canadian 
drilling contractor with more than 10 rigs. 
‘It’s the good people and equipment, and 

S & T’s reputation that’s putting us to work,’ 
says Northstar President, John Hagg. 


Even so, the Company is taking advantage of 
opportunities in the United States. Three of 
its 11 rigs have been contracted to major inde- 
pendents in Oklahoma and three more rigs 
could be moved out of Canada by fall if the 
demand for rigs in Canada doesn’t improve. 
An office was opened in Oklahoma City in 
June to handle the new operation. 


“The Oklahoma oil companies find the quality 
and safety standards on our rigs to be superior 


to most of the rigs drilling in Oklahoma today, 
says Bill Parsons, S & T Vice-President. 


ig 10 is part of an -rig Si eet operated 
S & T: Three of the Company’s rigs have 
recently been moved to the United States. 


Tight Hole in Dome Farmout 


Dome Petroleum has run casing to a total 
depth of 8,650 feet on a 640-acre farmout from 


Northstar in the Simonette area of north- 
western Alberta. The well, Dome Simonette 
6-21-62-26 W5M, drilled between two Gething 
gas wells, one of which has been producing 
since 1972, is a potential gas well with com- 
pletion scheduled in the third quarter of 1981. 
Additional details are being held confidential 
pending a future Alberta land sale. Northstar 
and its limited partners have a 42.5% working 
interest after payout in the well. 


Berland River West Results 


Initial drilling on the Berland River West 
prospect in northwestern Alberta indicates the 
potential for significant oil and gas reserves. 
Nine of 10 wells have been cased as potential 

oil or gas producers in the $15 million drilling 
program on a 72,000 acre farmout from Amoco. 


The wells, drilled to approximate depths of 
10,000 feet, are in various stages of comple- 
tion and testing. Because of the potential of 
this area, Northstar has increased its holdings 
to 100,000 acres and may drill up to four wells 
before year-end. 


Dorset Issue Hits $15.6 million 


Dorset Resources Ltd., formed at the initiative 
of Northstar, closed a public common share 
offering of $15.6 million in mid-June. $11 
million of the issue has been committed to a 
joint venture with Northstar for oil and gas 
exploration in the United States and Canada. 


Dorset President, Al Smith, said, ‘‘I am 
extremely pleased at the success of the issue, 
particularly in light of the current uncertainty 
in the Canadian petroleum industry.’ 
Northstar purchased 5% of the initial issue 
and has an option to purchase an additional 
5% of Dorset’s common stock. Dorset’s 
shares and warrants are currently trading on 
The Alberta Stock Exchange at a premium to 
the original price of $1.00 per unit. 


Convertible Preferred Share 
Issue Completed 


On June 2, 1981 Northstar Resources Ltd. 
finalized the issue of its 10% Cumulative 


Redeemable Convertible First Preferred 
Shares Series A. 


The 500,000 share issue was sold to investors 
across Canada and was listed July 20, 1981 
on The Toronto Stock Exchange. 


Revenues Hit $11 million 


The Company’s earnings of $47,000 and 
cash flow of $1,405,000 compare to a loss 
of $108,000 and $119,000 respectively during 
the same period in 1980. Earnings per share 
were 1¢ in 1981 versus a loss of 3¢ in 1980. 


Financial results for the six month period 
ended May 31, 1981 include the operating 
results of S & T Drilling (Northern) Ltd. for 
approximately four months and Northstar 
Resources Inc. of Houston, Texas for three- 
and-one-half months. 


Interest expense of $1,996,000 reflects the 
effect of the $19.5 million term loan in S & T 
Drilling (Northern) Ltd. and debt in Northstar 
Resources Ltd. of approximately $9 million. 
In early June, Northstar completed a $5 mil- 
lion convertible preferred share issue. The 
Savings in interest expense due to the issue 
will not be apparent until the second half of 
the year. However, if current high interest 
rates remain, interest costs will continue to 
be a major expense item for the Company. 


In the oil and gas operations of the Company, 
the major profit contribution came from our 
U.S. activities. The fact that Northstar 
Resources Inc. is virtually debt-free, com- 
bined with more favourable oil and gas prices 
and markets, accounts for the contribution 
from U.S. operations. Despite the fact that 
U.S. revenue is almost as high as in Canada, 
Canadian reserves still make up the major 
component of total reserve value. Total 

oil and gas revenues for the period were 
$1,045,000 compared to $509,000 in 1980. 


The financial performance of S & T Drilling 
(Northern) Ltd. has been most satisfactory 
during the spring break-up period. Although 
this is traditionally a slow period for rig work, 
S & T managed to maintain a positive cash 
flow from its Canadian operations. Manage- 
ment believes that this performance, recorded 
when Canadian operations not only are tradi- 
tionally low, but also adversely affected by the 
recent industry downturn, gives reason for 


optimism regarding the 1981-82 drilling season. 


Since January, S & T has reduced debt by a 
figure in excess of $2.5 million. In addition, 
because the recently opened U.S. operation is 
providing more cash flow and better rig utili- 
zation, results should improve substantially 
in the last half of the year. 


Consolidated Balance Sheet 


May 31, 1981 
(Unaudited) 


May 31 May 31 
1981 1980 
(000s) (000s) 


ASSETS 
Current assets: 
Accounts receivable: $11,298 $ 2,381 
Inventory 157 = 
Income taxes recoverable 83 — 
Marketable securities 245 11,439 
11,783 13,820 
Investment-at cost 1,098 939 
Property, plant and equipment 
-oil and gas (net) 27,447 14,887 
Property, plant and equipment 
—drilling (net) 26,942 — 
Deferred income taxes 149 — 
Organization costs 25 


$67,444 $29,646 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 


Bank overdraft $ 748 $ 162 
Accounts payable and 
accrued liabilities 8,146 4,465 
Bank loans 7,346 13,267 
16,240 =17,894 
Deferred revenue 211 a 
Long-term debt 27,104 3,238 
Note payable 2,000 -— 
Deferred income taxes 3,350 a 
Minority interest 592 —- 
Shareholders’ equity 
Share capital 175319 8,422 
Retained earnings 628 es 


17,947 8,514 
$67,444 $29,646 


Northstar Resources Ltd. and its subsidiary 
companies are engaged in oil and natural gas 
exploration and production, and contract drill- 
ing in Canada and the United States. The Com- 
pany’s Common Shares are listed on The 
Toronto and The Alberta Stock Exchanges, 
and its Preferred Shares are listed on The 
Toronto Stock Exchange under the respective 
trading symbols NOS and NOS PR. A. 


Northstar Resources Ltd. Northstar Resources, Inc. 
2000 Ford Tower Suite 850 

633-6 Avenue S.W. 1010 Lamar Building 
Calgary, Alberta T2P 2Y5 Houston, Texas 77002 
Telephone (403) 261-4830 Telephone (713) 654-9238 


S & T Drilling (Northern) S & T Drilling Inc. 


Ltd. 24 Northeast 53rd 

P.O. Box 4890 Oklahoma City, Oklahoma 
Edmonton, Alberta 73105 

T6E 5G7 Telephone (405) 525-6606 


Telephone (403) 955-7011 
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